
 

 Fitch Upgrades California $37B GOs to 'A' 

14 Jul 2005 2:57 PM (EDT) 

Fitch Ratings-New York-July 14, 2005: Fitch Ratings upgrades the rating on approximately $37 billion 

State of California outstanding general obligation (GO) bonds to 'A' from 'A-'. Also upgraded, to 'A-' from 

'BBB+', are the ratings on bonds issued by several agencies, as listed below, but supported by state 

resources. The 'A' rating assigned to $1.3 billion veterans GO bonds and the A+ rating assigned to $10.9 

billion GO economic recovery notes are affirmed. 

The rating actions reflect California's improved economic and revenue performance, and some 
progress in addressing the structural imbalance, which remains large. Debt levels are 
moderate.  

Improved revenues have allowed for reduction of original plans for deficit borrowing and for 
the recent passage of a budget that reduces imbalances. The recently adopted fiscal 2006 
budget also provides for the full $1.2 billion early repayment of vehicle license fee revenues to 
local governments a year sooner than scheduled. Following the large losses in personal income 
tax revenues during the downturn, growth has bounced back over the last two fiscal years, by 
over 11% and 15.5%, respectively, with volatile capital gains/stock options growth accounting 
for over one third of the increase this last year. However, the state very reasonably forecasts 
only 2.9% growth in personal income taxes in fiscal 2006. The budget also makes moderate 
progress in reducing the structural imbalance. The Department of Finance now projects a 
funding imbalance of approximately $5.7 billion for fiscal 2007 (excluding reserve funding 
requirements) reduced from about $9.0 billion estimated at the time of budget passage last 
year. Still, the gap remains large at close to 7% of revenues. Sustained revenue growth and 
progress in reducing the imbalances will be important in future rating considerations.  

The fiscal 2006 budget eliminated earlier plans to issue $1.7 billion in economic recovery deficit
funding bonds and to borrow once again from motor fuel taxes dedicated for transportation. 
However, the budget would draw on the fund balance generated in fiscal 2005 and would also 
utilize about $1 billion combined in proceeds from a proposed pension obligation bond issue 
and refinancing of appropriation-backed tobacco settlement bonds. An ending balance of $1.3 
billion is projected, although $900 million is set aside to provide for refunds tied to a tax 
amnesty program. The budget passage process was relatively timely and less fractious than in 
recent years. Voters will consider several initiatives at a Nov. 8 election, including one that 
would strengthen the governor's power to reduce spending in response to midyear revenue 
shortfalls and further limit spending growth.  

California's economy now shows moderate growth in most regions of the state, including 
northern California, which bore the brunt of the 2001 recession. Between May 2004 and May 
2005, employment grew by 1.6%, slightly faster than the U.S., as unemployment declined to 
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5.3%. The state finally has regained the number of jobs lost during the period beginning in 
March 2001. State personal income grew 6.1% in 2004 and 7.1% in the first quarter of 2005 
compared to a year earlier, which exceeded the U.S. increase of 6.8%. The budget reasonably 
projects 5.7% personal income growth and 1.7% employment growth in 2005. While some 
data show that the pronounced run-up in housing prices is softening, the state's economy is 
being aided by a sharp growth in exports, up 17% in 2004, including a 25% increase in exports
to China.  

Net tax-supported debt totals about $54 billion, or 4.3% of personal income. While moderate, 
debt levels have increased significantly in recent years.  

Today's actions affect lease obligations issued by the following agencies: Public Works Board 
(except for those issued for the Regents of the University of California), Franchise Tax Board, 
East Bay State Building Authority, Los Angeles State Building Authority, Oakland State Building 
Authority, Riverside County Financing Authority, Sacramento City Financing Authority, San 
Bernardino Joint Powers Financing Authority, San Francisco State Building Authority, Shafter 
Joint Powers Financing Authority, Taft Public Financing Authority, California Judgment Trust, as 
well as series 2003 B Bonds of the Golden State Tobacco Securitization Corporation.  

Contact: Richard Raphael +1-212-908-0506, New York.  

Fitch's rating definitions are available on the agency's public web site, 'www.fitchratings.com'. 
Published ratings, criteria and methodologies and relevant policies and procedures are also 
available from this site, at all times. This document will remain on the public site for seven 
days.  

Media Relations: Christine Pollak +1-212-908-0526, New York  

Copyright © 2005 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries.

Page 2 of 2Fitch Headline

7/14/2005http://www.fitchratings.com/corporate/events/press_releases_detail_print.cfm?print=1&pr...


